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BANKS, CORPORATIONS, FRANCHISES
AND INSURERS-TAXATION
Ballot Title
BANKS, CORPORATIONS, FRANCmSES AND INSURERS-TAXATION. LEGISLATIVE CONSTITUTIONAL
AMENDMENT. Amends Constitution Article XIII, sections 'l:l and 28(i) to require concurrence of majority instead
of two-thirds of membership of both houses for passage of bills imposing tax on corporations including state and national
banks and their franchises, or changing rate of taxes imposed on insurers. Financial impact: no direct fiscal effect on
state or local governments.
FINAL VOTE CAST BY LEGISLATURE ON SCA 1 (PROPOSITION 5):
ASSEMBLY-Ayes, 55
SENATE-Ayes, 'l:l
Noes, 20
Noes, 12

Analysis by Legislative Analyst
PROPOSAL
California's Constitution requires a two-thirds vote of
each house of the Legislature to change state tax laws
on banks and corporations and to change the state tax
rate on insurance companies.
This proposal would .reduce the two-thirds vote to a
majority vote.
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FISCAL EFFECT:
This proposal will have no direct state fiscal effect.
Any future state revenue effect will depend upon the
extent to which these particular tax laws are changed
by less than a two-thirds vote.

Text of Proposed Law

This amendment proposed by Senate Constitutional Amendment
No.1 (Statutes of 1975, Resolution Chapter 126) amends two sections
of the Constitution. Therefore, existing provisions proposed to be
deleted are printed in stftleeelit ~ and new provisions proposed to
be inserted are printed in italic type to indicate that they are new.

PROPOSED AMENDMENTS TO
ARTICLE XIII
First-That Section en of Article XIII is amended to read:
SEC. en. The Legislature, tweAfti.E19 a majorit}' of the

membership of each house concurring, may tax corporations,
including State and national banks, and their franchises by any
method not prohibited by this Constitution or the· Constitution or
laws of the United States. Unless otherwise provided by the
Legislature, the tax on State and nationallar.ks shall be according to
or measured by their net income and shall be in lieu of all other taxes
and license fees upon banks or their shares, except taxes upon real
property and vehicle registration and license fees.
Second-That subdivision (i) of Section 28 of Article XIII is
amended to read:
(i) The Legislature, tweldti.EI, a majority of all the members
elected to each of the two houses voting in favor thereof, may by law
change the rate or rates of taxes herein imposed upon insurers.

Polls are open from 7 A.M. to 8 P.M.
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Banks, Corporations, Franchises and Insurers-Taxation .
Argument in Favor of Proposition 5
Proposition 5 will eliminate from the California Constitu-

tion a sixty-6~ old provision which gives favored tax
treatment to
corporations, and insurance companies.

They are taxed by a% majority vote of both houses of the
State Legislature while all the rest of us are taxed by a simple
majority vote.
This discriminatory and archaic provision places in the
bands of a small minority (corporate wealth) the power to
block tax reform measur~ which have overwhelming public
Sl·pport. Beginning as early as 1911, numerous bipartisan State
Commissions have recom1nended repeal of this grossly unfair
tax advantage for banks, corporations, and iosurance companies. These included former Governor Reagan's Advisory
Commission on Tax Reform.
This Commission, headed by Controller Houston Flournoy,
in 1969 recommended as follows: "The Commission recommends a Constitutional Amendment which would pennit the
Legislature to change 'the bank and corporation tax by a majority vote of all the elected members--the same majority
required to change most other taxes. There is no justification
for placimt the bank and corporation tax in a preferential
position. The Legislature shoUld be able to change this tax
equally with other taxes."
THINK OF IT: TIIERE ARE 150,000 CORPORATIONS
ENJOYING THIS TAX PRIVILEGE. TIlERE ARE, HOWEVER, MORE THAN 993,000 NON-CORPORATE BUSINESSES

WHICH DONi HAVE IT. ALL CAliFORNIANS PAY
TAXES WITHOUT TIllS SPECIAL PRIVILEGE. PROPOSInON 5 WILL PROVIDE FOR EQUAL TREATMENT BY
PLACING EVERYONE UNDER TIlE SAME RULES.

The corporate tax strUcture favors larger corporations: The

personal income tax laws also contain special interest tax
loopholes. As long as the present law exists, the vested interests will be able to stop true tax reform by concentrating their
lobbying influence on a small minority of the Senate or Assembly. Only 14 out of the 40 Senators or ~ out of the 00
members of the Assembly can completely defeat the will of
the great majority of both houses.
Pro~tion 5, as Senate Constitutional Amendment :fI: 1,
passed the State Senate ~ "ayes" to 12 "noes". the State
Assembly 55 "ayes" to 9D "noes". Should you have any doubt
as to its merit, a look at a few of its legislative supporters might
be helpful: Governor Edmund G. Brown, Jr., Seeretary of
State March Fong Eo, the League of Women Voters of California, Common Cause, California To Reform Association,
California Parent Teachers Association.
In the Legislature, its oppOnents included: California Manufacturing Association, California State. ChambeT of Commerce, and the American Insurance Association. This may
also tell you something.

VOTE "YES" ON PROPOSITION 5. HELP CREATE AN
OPPOR1UNITY TO ELIMINATE TAX LOOPHOLES AND
ENACT GENUINE AND COMPREHENSIVE TAX REFORM.
JOHN F. DUNLAP
Member of the SeIJllte, 4Ib Distriet
JOSEPH B. MONTOYA
Member of the ~mbly, 60th District
DOROTHY KELLNER.
President, Le.gue of Women Voten

Rebuttal to Argument in Favor of Proposition 5
First, the pr<fC?nents of Proposition 5 have, typlcally, created "straw men in their argument for this measure.
As the California Taxpayers Association reported last year,
"the % vote requirement for banks, corporations and insurers
has not been a tax haven for business at the expense of individual taxpayers. California has one of the highest bank and corporation tax rates in the nation. Indeed, California already
imposes the highest aggregate tax burden on business of any
state in the United States. Our corporate income (franchise)
tax rate at 9%, our sales tax rate at 6%, our high property taxes
and unelllployment insurance taxes put us at the top of the list
among all states." (emphasis added)
Second, a two-thirds vote provides proteetion from the "tyranny of the majority," and a two-thirds vote is required on
many other matters. such as all appropriation bills, submitting
constitutional amendments to the voters, overriding gubernatorial vetoes, changing legislative salaries, and chaDging personal property taxes. -
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Third, when money is not so easily available to government, '
each demand upon the ~blic treasury must be considered in
priority and in relation to other demands.
And finally, with reference to alleged "taX loopholes," it
must be remembered that changing the two-thirds requirement would also make it easier to create such "loopholes."
Making it easier to change any tax is undesirable. What is
~ is to make it harder to raise t~es, and a general reduction m government expenditures. .
Thus, we again urge your "NO" vote on Proposition 5.
JOHNSTUU.
Member of the SemIte, 38th District
WILLIAM A. CBAVEN
Member of the Assembly, 16th District

MID: ANTONOVICH
Melllbs of the Assembly, 41st District

Arguments printed on this page are the opinions of the authors and huve not been
checked for accuracy by any official agency.

Banks, Corporations, Franchises and Insurers-Taxation
Argument Against ProJlOsition 5
Proposition 5 is certainly appealing on the surface: "Let's
make it easier to tu banks ana corporations."
However, wouldn't each of us, as individual citizen taxpayers, be better served if it were made harder to raise all tues,
rather than easier to raise some?
After all. each of us as California taxpayers already share a
unique distinction: Our state w burden is 8.2% greater than
the national average, and our federal w burden is 8.7% greater than the national average.
To be sure, all lues should be treated in the same manner
and have the same vote requirements. But Proposition 5
should be opposed because it offers the wrong solution.
RATHER THAN WWERING THE VOTE REQUIREMENT TO A MAJORl1Y TO CHANGE BUSINESS TAXES,
WE SHOULD BE RAISING TO TWO-THIRDS THE VOTE
REQUIRED TO CHANGE PEOPLE-TAXES.
. It is understandable that those who freely spend or who
depend upon public dollars-that is, upon lupayer dollarswould like to see it made easier to raise bank and corporation
lues.
To be sure, teacher or other government em{>loyee organizations or legislat~rs seeking funds for special pet projects
would like to see more tax dOllars flowing into the treasury to
insure higher salaries and fringe benefits, or to fund a certain
bureaucracy.
But if you are employed in the private sector, then perhaps
you would prefer that all taxes be harder to raise, and that
•.,rivate enterprise not be further discouraged from settling in
California, for free enterprise means jobs to those tupayers
who do not draw from the public purse.
The California Taxpayers Association has recently reported
that business initially bears 50.7% of state and local taxes,

including some 66% of property Wes, 30% of sales lues,
66.8% of payroll lues, and 100% of bank and corporation
lues (estimated at $1.1 billion in 1974-75).
It therefore seems implausible to believe that the present
two-thirds vote requirement to change bank and coJ1)Oration
lues has unduly benefitted private industry.
DO NOT BE MISLED ON THIS ISSUE!
The vote requirement for all taxes should be the same. But
each of us, as individual taxpayers, need protections for ourselves, and we will not necessarily directly benefit from making it easier to change bank and corporation lues. In fact, we
may be hurt, because higher business wes usually mean higher prices.
Proposition 5 should be rejected, so that we might have an
opportunity to raise to two-thirds the vote neede(l to change
all taxes.
That would be equitable, but also mort: protective.
Making it easier to raise any lu is not the answer; the
answer is to make it harder to raise all lut;s. thereby forcing
government to spend more wisely and demonstrate a true
need before acting to take more dollars to feed its ever-increasing appetite.
We urge a NO vote on Proposition 5.
JOHN STULL
Member of the Seu.tte, 3tJIb District
WIU.IAM A. CRAVEN
Member of tbe Assembly,

7.

District

MIKE D. ANTONOVICH
Member of the Assembly, 41st District

Rebuttal to Argument Against Proposition 5
Don·t be misled. Proposition 5 is not about "business" taxes.
It will eliminate special privileges for the favored few. Most
businesses are already taxed by a majority vote. Only 13% of
California business enterprises, the vested interests of corporate we<dth, are protected by the mandatory % vote rule.
We do not advocate a tax increase for any sector of the
economy, rather we desire equal treatment for all when taxes
are raised or lowered.
Under the current %vote requirement for banks, corporations, and insurance companies, professional well-paid corporate lobbyists can easily mobilize a minority of Assembly or
Senate representatives to block a proposed change in corporate tax rates. Qtizens and small business owners do not have
the same opportunity.
With a %vote requirement for all taxes, this situation would
be even worse. A uniform % vote requirement was defeated
by the electorate in November 1973. People knew that it
would make it harder to bring about true tax reform.

In the past 1.2 years, consumer-paid taxes have continually
approximated 40% of the State General Fund. The personal
income w has risen from about 13 to 34%. Bank and corporation contributions r!) the General Fund have decrea.'ied from
00 to 12%, a 40% drop.
In 1974, Proposition 9 began to control the excessive influence of a few well-financed corporate lobbyists. Proposition 5
is needed to remove one more vestige of special privilege in
government.
Proposition 5's lu reform is long overdue. We urge a YES
vote.
JOHN F. DUNLAP
Member of the ~ 4th District
JOSEPH B. MONTOYA
Member of the Assembly, 6IJIb District
DOROTHY KELLNER
1'Iesi4t!n4 Le.pe of W _ Voters

Arguments printed on this page are the opinions of the authon and have not been
checked for accuracy by any official agency.
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